Using a data set for 162 largest Hungarian firms during the period of 1994-1999 this paper explores the determinants of equity shares held by both foreign investors and by Hungarian corporations. We find evidence of a postprivatisation evolution towards more homogeneous equity structures, where dominant categories of owners aim at achieving controlling stakes. Here, the foreign investors and Hungarian corporations play the major role. In addition, focusing on firm level characteristics we find that the exporting firms attract foreign owners, who acquire controlling equity stakes. Similarly, the firm size measurements are positively associated with the presence of foreign investors. However, they are negatively associated with 100% foreign ownership, possibly because the marginal costs of acquiring additional equity are growing with the size of the assets. We interpret the results in light of the existing theory. In particular, following Demsetz and Lehn (1985) and Demsetz and Villalonga (2001) we argue that equity should not be treated as an exogenous variable. As for specific determinants of equity levels, we focus on informational asymmetries and (unobserved) ownership specific characteristics of foreign investors and Hungarian investors.
Introduction: endogenous equity
Much of the existing literature takes ownership variables as given, i.e. considers them exogenous. This approach has been typical for most of research on privatisation outcomes in the former state-owned enterprises in central and eastern Europe and the former Soviet Union (FSU). Thus, in the economics of transition research, arguments based on agency theory within a partial equilibrium framework have played by far the predominant role, with the development and testing of models describing the impact of the newly created structures of corporate governance on firm performance using large samples and statistical methods. A major theme of this research is that ownership change would create new incentives or impose new control structures upon managers of the former state-owned enterprises (SOEs) therefore forcing them to engage in restructuring strategies aimed at efficiency improvement (Boycko et al., 1995) . A most important research issue is the question how newly privatised companies respond to internal and external factors causing organisational restructuring.
However, different theoretical models and empirical studies have provided different and conflicting answers to this question (see, Megginson and Netter 2001 , Djankov and Murrell 2000 , Havrylyshyn and McGettigan 2000 , Bonin 1998 for a discussion). In particular, there is a disagreement about the effects of new ownership structures on the extent and speed of enterprise restructuring. For example, managerial ownership has been found to have both positive (e.g., Aukutsionek et al., 1998; Filatotchev et al., 2000) and negative (e.g., Aghion & Blanchard, 1998; Blasi et al., 1997) effects on the likelihood of restructuring actions. Similarly, existing research on post-2 privatisation restructuring has identified ambiguity in the role of outside ownership.
Outside investors have been found to have both positive (e.g., Pohl et al., 1997) and neutral (e.g., Aukutsionek et al., 1998) effects on the extent of restructuring and performance. Case-study evidence from large firms in the Slovak Republic presented by Djankov & Pohl (1998) indicated that rapid consolidation of outside ownership promoted enterprise restructuring after the initial privatisation stage. Carlin & Aghion (1996) argued that privatisation boosted 'reactive' restructuring, using evidence from both Russia and Hungary, yet foreign ownership was required for 'deep' restructuring.
However, a number of other publications have provided more ambiguous results. For example, using frontier production function estimation technique, Brada et al. (1997) did not find any links between privatisation and improvements in enterprise efficiency, using data from industrial firms in Hungary and Czechoslovakia. Frydman et al. (1997) concluded that product restructuring was not affected by differences in ownership structure using survey data from mid-sized firms in the Czech Republic, Poland and Hungary. A number of studies of ownership effects on firm restructuring and performance in the FSU provide similar results: differences in ownership structure and corporate governance variables, such as board composition were not consistently related to the extent and speed of strategic changes at the firm level in Russia (Blasi et al., 1997; Earle, 1998; Filatotchev et al., 1996) , and Russia, Ukraine and Belarus (Estrin, et al., 1998; Filatotchev et al., 2000) .
The ambiguity of results may indicate that the underlying theoretical assumptions are not entirely satisfactory. Some authors strongly point out that in economies in transition, privatisation seems to set in motion a process of ownership adjustment where ownership concentration and structure may be an outcome of various firm-specific factors such as size, performance, industrial affiliation, etc., as well as the firm's operating environment (see Filatotchev et al., 2001a; Filatotchev and Mickiewicz, 2001 ). This dissenting strand in literature draws from Demsetz and Lehn (1985) and Jensen and Warner (1988) , who provided both arguments and evidence for treating equity composition as endogenous. This has been recently reinforced by Demsetz and Villalonga (2001) , who offer both the review of discussion and econometric evidence showing that the equity structure is determined by past performance and firm level characteristics.
Diversity in equity structures may be considered as the equilibrium result, where different 3 ownership structures are optimal for different categories of firms. In addition, the response of equity structures to firm-level characteristics is also affected by the characteristics of the capital market framework. Shleifer and Vishny (1997) , La Porta et al. (1997 , 2000a , 2000b , Filatotchev and Mickiewicz (2001) provide both the theoretical models and empirical evidence that suggests that concentrated ownership and equity levels that guarantee control rights are an equilibrium response to imperfect capital markets. Yet, not many studies on post-privatisation outcomes in transition economies consider equity as endogenous. In a rare longitudinal study of 150 privatised companies in Russia, Aukutsionek et al. (1998) identified a selection bias when outside investors bought into relatively successful companies, which confirms that cross-sectional studies of privatisation effects on restructuring and performance are questionable from the theoretical and empirical points of view.
The purpose of this article is to investigate if the assumption of endogenous equity and control structures may explain the post-privatisation ownership adjustment in one of the most dynamic transition economies, Hungary. Certain aspects of the Hungarian privatisation are unique to the region. The government has implemented "gradualist" privatisation in contrast to mass 'give away' voucher schemes.
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The procedure was a slow, case by case sale process. Yet, unlike 'mass privatisation' and other forms of 'nonequivalent' privatisation, the proceeds were used to improve the budget position and decrease the country's debt burden. Furthermore, this form of privatisation attracted foreign investors -indeed, Hungary is now one of the major destinations in the region for an inflow of capital. In fact, the level of privatisation revenues per capita and FDI inflow are strongly correlated as demonstrated by EBRD (2000) . Hungary is a transition economy characterised by both the highest privatisation revenues and inflow of FDI per capita.
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In this paper, using a data set for 162 largest firms (1994) (1995) (1996) (1997) (1998) (1999) , we show that the equity structures converge towards high homogeneity. Equity stakes held by foreign and 1 Hunya (1997) argues that mass privatisation schemes were used in those countries, where the denationalisation of the former state own firms was the primary objective and governments faced potential problems with political support for privatisation. In addition, mass privatisation schemes might have inflationary impact via the wealth effect. 2 For a review of Hungarian privatisation programmes and the role of foreign direct investment, see : Frydman et al. 1993 , Halpern and Wyplosz 1998 ,Voszka 1999a , Voszka 1999b , Oszlay 1999 , Mihalyi 2000 , Iakova 2000 , OECD 2000 Hungarian corporations are significantly related to factors such as the firm's size, export orientation, past performance and industry affiliation.
The paper is organised as follows. The following section provide a theory review that discusses possible determinants of equity structure, and develop a number of hypotheses. Next, we offer an empirical account of the evolution of ownership structures towards higher homogeneity. Subsequent sections present methodology and econometric results for the determinants of equity levels. Last section concludes.
Factors affecting equity composition
As already discussed, a number of authors have suggested that firm characteristics may determine its ownership structure. The relevant indicators include size, investment needs, industry, location, export potential, etc. In other words, a firm's ownership structure is an equilibrium response to an individual firm's operating characteristics and its competitive environment (Short, 1994) , and the direction of causality between ownership and firm characteristics is not entirely resolved by papers using cross-sectional variations in ownership. In particular, Dyck (2000) suggests that the lack of promising investment projects is perhaps a greater problem in developing and transition economies than differences in ownership structures. Firms with attractive investment opportunities may have issued new equity whereas firms with unattractive investment opportunities may have had no need to do so. Thus, resulting equity structure is implied by the investment opportunity, not vice versa.
A fast growing literature on optimal ownership structures of firms depending on the levels of 'private benefits of control' (e.g., Grossman and Hart, 1988; Harris and Raviv, 1988) has also extended research beyond the conventional US/UK environment and has recently become a focal point of theoretical and policy debates. This research is particularly important for countries with relatively low protection of minority investors and where expropriation of minority shareholders by the controlling shareholders is extensive.
However, the willingness of controlling shareholders to expropriate minority investors is constrained by their financial incentives. Following the agency framework developed by Jensen and Meckling (1976) a number of authors link these incentives with equity ownership by controlling shareholders which enhances their interest in a non-distortionary distribution of dividends. Other things equal, ownership concentration should lead to lower 5 expropriation, and, as a result, countries with poor investor protection would typically exhibit more concentrated control of firms than do countries with good investor protection (La Porta et al., 2000) . Dyck (2000) suggests that dispersed ownership structures in transition economies are unstable and relatively costly, and provides evidence that countries that had dispersed ownership at the time of privatisation, such as the Czech Republic, report steady increases in concentration over time. This evidence is consistent with the assumption that concentration may be a substitute for legal protections in providing the functions of corporate governance (La Porta et al., 1998) , and, therefore, is an endogenous factor.
The International Business research has also generally acknowledged an endogeneity of ownership structures when considering factors affecting equity investment by foreign firms in domestic companies. This research is focused on the competitive advantage of the investing firm, relative to other firms located in the host country. In addition, as markets have become more liberalised there is a growing need for firms to engage in FDI in order to protect their existing or specific advantages, or to acquire new dynamic ownership advantages. Building on a resource based view of the firm, Dunning (2000) examines the firm's internal capabilities and resources in terms of their ability to maintain and upgrade these advantages, and their ability to locate their value added activities in countries, which allow them to create and acquire new specific advantages (see Kogut and Chang, 1991) .
In addition, the internalisation theory (Buckley and Casson, 1976) suggests that the "greater the net benefits of internalising cross border intermediate product markets, the more likely a firm will prefer to engage in foreign production itself," (p164). Dunning recommends a reassessment of the static organisational theory and an integration of the transaction based and innovation based theories of the firm. In line with this, Ethier and Markusen (1996) argue that new trade theory does not consider internalisation and the enforcement of contracts or the fact that multinational enterprises are often linked to knowledge based capital, which can be easily transported to other locations, at little cost relative to physical capital. In addition the same authors adopt a model which employs the association between foreign direct investment and the high tech sector, along with a factor for choice of how the firm services a foreign market, which considers exporting, licensing and establishing a subsidiary. This allows them to present the international equilibrium, which determines both the pattern of specialisation and the market mode. Similarly, Dahlquist and Robertsson (2001) find that in Sweden FDI is attracted to the engineering, chemicals and pharmaceutical industries, and is under represented in the paper and pulp sectors.
A different strand of literature points out informational asymmetries as an important factor, which affects the structure of foreign investment. In particular, Kang and Stulz (1997) examine the home equity bias in Japan. By using the Merton (1987) hypothesis , they show that investors invest in securities they know about. Kang and Stulz find a positive relation between foreign ownership and exporting by local firms.
Similarly, in a recent study of foreign ownership in Sweden, Dahlquist and Robertsson (2001) find that foreign investors are drawn towards those firms with a presence in international markets. As heavy exporters are usually known abroad, export intensity can be a proxy for this international profile factor. In the transition context, Lankes and Venables (1997) found that from their survey of emerging economies, 71% of foreign investors claimed that the main function of FDI was to export from the region. Mihalyi Informational asymmetries may explain not only why exporting firms are typically preferred by foreign investors, but also the preference for larger firms, as more information is available on these firms. The bias towards larger firms is confirmed by Dahlquist and Robertsson (2001) . Yet firm size may be a characteristic which attracts FDI for several other reasons. For example, foreign equity holders may be attracted to larger firms due to the advantages associated with economies of scale and scope. Kang and Stulz (1997) find in the Japanese case of foreign ownership that foreign investors tend to gravitate towards large firms. Those authors argue that size is a proxy for several positive attributes: it can represent international standing, transparency and liquidity of shares, and widespread ownership.
Performance is also expected to be a possible factor in determining the level of foreign equity of a firm. The Dahlquist and Robertsson (2001) study reveals that foreign investors exhibit a preference for better performing firms, and their cross section and pooled analyses show that firms with higher current ratios 3 are associated with foreign equity, as it reflects the firm's ability to meet short term payment requirements. Also, Kang and Stulz (1997) document that foreign investors hold disproportionately more shares of firms with good accounting performance, measured by return on assets. Yet, the attractiveness of returns is conditional on risk: Dahlquist and Robertsson (2001) demonstrate that foreign investors show a weaker preference for risky firms with high past returns than individual investors. Again, another important qualification relates to general characteristics of the host countries. In the transition economy environment, the financial performance measures may not provide good indicators for future results.
Moreover, they may be less significant for strategic investors, who dominate in such environment.
Hypotheses
On the basis of existing research and characteristics of the institutional framework, as discussed above, we derived the following set of hypotheses:
3 The current ratio is equal to current assets/current liabilities.
I.
We shall expect that the equity structures evolve towards higher homogeneity, with the dominant role of foreign direct investors.
II. a/ Foreign direct investment will be focused on companies where informational asymmetry is relatively low. It implies that larger companies will have relatively higher equity ownership by foreign investors.
b/ On the other hand, size may prevent foreign investors from acquiring dominant stakes. 4 We wish to test those two hypotheses separately -namely, for impact of size on foreign investors presence and for impact of size on dominant stakes of foreign investors.
III. Both presence and high equity stakes of foreign investors will be associated with high export intensity. Conversely, the opposite is likely to be true for domestic corporations.
Two potential explanations relate to exports. On the basis of data set we cannot distinguish between them. First focuses on the informational barriersexporting companies are more visible. This is the same theoretical argument, which relates to size (Ia). Second argument is related to the assumption that the foreign owners have specialised export-enhancing resources, which they want both to protect and to acquire future gains from investment.
Conversely, we expect that in case of domestic market oriented companies (e.g., companies with a lower export intensity), 100% foreign ownership is less likely, as foreign investors will seek access to specialised knowledge of Hungarian corporations, creating links via joint equity.
IV.
Foreign investors will acquire large equity stakes in companies characterised by a high level of productivity in the past. Again, this may be linked to the informational asymmetry problem. Unlike domestic investors, it is more difficult for the foreign investors to assess net present value of the company on the basis of more idiosyncratic information.
Adjustment towards homogeneous ownership structures
As acknowledged elsewhere, previous studies on corporate governance problems in transitional and emerging economies experienced problems in obtaining representative 9 samples, accurate data and longitudinal information (Hoskisson et al., 2000) . When research was based on a firm-level data that has been obtained through questionnaire surveys and interviews, the analysis suffered from a low level of data reliability and ambiguity in measurements of various constructs (Estrin and Wright, 1999) . where n represents the total number of companies, e i relates to the total value of a firm i equity, f i represents the value of equity held by foreign investors in a firm i, and w is defined as:
In this study, we focus on internationalization by local firms rather than adopting the more usual foreign firms' perspective (see Filatotchev et al., 2001b , for an extensive discussion of this issue). Therefore, we do not differentiate between different types of foreign owners, such as, for example, financial institutions as opposed to industrial partners/investors. However, the identity of the owners may have important corporate governance effects (Filatotchev and Mickiewicz, 2001 ), and we intend to pursue this avenue of research in the future. with minority government stakes to be privatised later, and one company for which the government retained 'long-run' minority equity holdings, implying that its equity is not expected to be sold in a foreseeable future. State share in total capital was higher than the average (equally weighted) share at the beginning of the period. It indicates that larger companies were privatised slower than their smaller counterparts.
Foreign investors continued to be the main beneficiaries of the privatisation
process. An average share of foreign owners in equity was 56% already in 1994 (first of the indicators, as defined above) and their share in total capital amounted to 44% (second indicator). The difference between the two implies that foreign capital was initially flowing to small companies, which is simply a result of the initial privatisation choices.
Yet, as the privatisation process continued, the share of foreign equity in total capital increased to 73% and the equally weighted average increased to 69%. Thus, the equilibrium result for this class of owners indicates a preference for larger companies. It is interesting to notice that the share of foreign investors stabilises after 1997, meaning that foreign investors consolidate their holdings. The average share even decreases marginally in 1999 (Figure 1 ). When the evolutions of foreign ownership and state ownership during the period is taken together, it is reasonable to suggest that foreign investors achieved their equilibrium level of equity holdings. This kind of adjustment towards final equilibrium makes the period of 1994-1999 an interesting period to analyse.
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The second important group of investors, who participated in the privatisation process were Hungarian domestic enterprises. Their holdings are much lower than those of foreign investors, however they visibly played a far more active role at later stage of privatisation, as compared with the earlier period. This is confirmed by the fact that their average holdings increases from 16.5% to 22.5% between 1994 and 1999. The share in total capital increases as well, but at a less dramatic pace, from 11.5% to 13.0%. Again, the difference between the two indicators results from higher shares of domestic corporations in smaller companies. Overall, the significance of domestic corporations (typically: relational investors) rose during that period (Figure 3 ).
Finally, one more interesting class of ownership is insider equity. As may be seen from Figure 2 , equity holdings of insiders in Hungary were very small, as opposed to some other neighbouring economies, Poland in particular. 
Variables and estimation methods
As clear from the data characteristics presented in the previous section, we encounter a serious non-normality problem in terms of the distribution of share ownership. That is easily confirmed by standard tests of normality. For our main variable of interest, the share of foreign capital in equity, the Kolmogorov-Smirnov test (with Lilliefors significance correction) detects divergence from normality, which is highly significant at the 0.001 level.
This non-normality problem prevents us from using the OLS regressions as an estimation method. Therefore, we used two alternative methods of estimations: logistic regression and ordinal regression.
/1/ Logistic regression.
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Logistic regression fits our analysis, as it is used when an outcome variable is a dichotomous or categorical variable, which Greene (2000) refers to as a "qualitative response" model (p811). Logistic regression involves predicting the probability of the outcome variable, given known values of the explanatory variables. As a result the logistic regression equation takes the form, which we will subsequently estimate:
The parameters are estimated using the maximum likelihood method.
A useful statistic, for which significance levels are reported in Table A1 , is the Wald statistic, this has a chi square distribution and informs us if the beta coefficient for an independent variable is significantly different from zero.
In order to analyse the usefulness of the model we can also refer to the results tables, which show how many cases are correctly classified (labelled "overall accuracy classification" in Table A1 below).
Here, we defined five categorical variables, to be used in subsequent estimations:
For00du: this indicator corresponds to the companies with (non-zero) presence of foreign investors amongst equity holders.
For50du: indicates companies with majority holdings by foreign investors.
For100du: indicates companies with 100% foreign ownership.
Hen00du: relates to companies with presence of Hungarian corporations.
Hen50du: indicates companies with majority holdings by Hungarian corporations.
We did not test for 100% ownership by Hungarian corporations, as the number of such companies is too small for the results to be meaningful.
The chosen levels for the categorical variables are not accidental. They reflect levels, which are important from the point of view of corporate control. 50% ownership represent a controlling shareholding, and 100% ownership level exclude any minority shareholders. We used 50% ownership as a cut off point since this provides an approximation of a controlling stake of a particular group of shareholders (see Filatotchev et al., 2001a , for a discussion of this issue). This is a very crude proxy for a full control, and at the highly developed capital markets much lower stake can provide a voting majority when the remaining share ownership is widely dispersed (for example, the UK Listing Authority requires firms to disclose all ownership stakes that are larger than 3% because of potential control issues). However, our data did not allow us to desegregate 14 share ownership at individual level, and, therefore, we used share ownership of particular groups of shareholders instead. Interestingly, we also tried 75% and 90%, the two levels which according to Hungarian law, give additional rights to dominant owners, such as excluding minority shareholders from the automatic right to be represented on the board and from access to all financial information on demand. Both proved to be significant, but the results were weaker as compared with those listed above.
/2/ Ordinal regression.
Available software (SPSS version 10.0) also allowed us to use ordinal regression, which is a similar process to the logistic regression procedure described above, however in this case we have more than two outcome variables (defined below).
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The design of the ordinal regression is based on the methodology of McCullagh (1980) and allows to model the dependence of a polytomous ordinal response on a set of predictors (independent variables). The model makes the assumption that the response is numerical and that the alternative outcomes are ordered.
To assess the usefulness of the model a variety of measures are used such as the McFadden's R squared and Nagelkerke's R squared.
Here, we used the same thresholds, as defined above (plus one additional threshold for foreign investors, at ownership level equal to 90%), to create five ordinal groups for foreign ownership (For):
For = 100%
Similarly, we defined three ordinal groups for the domestic corporations:
As will be demonstrated, the results of the two methods are similar. However, we believe that separate logistic regressions are important, as the second method (joint ordinal regression) masks important non-linearities in the impact of some independent variables, size in particular.
Selected independent variables correspond to the hypotheses formulated above.
Following a design used by Demsetz and Villanonga (2001) we use averages of past values (in our case averages for 1994-1998) as we assume that investors rely on past information in their decisions concerning equity levels.
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We use a standard measure of the company size, which is:
8 LOGASTav = logarithm of total assets
The significance of export is measured by export intensity, defined as: XINTav = export revenue / total revenue from sales
In addition to the above, we introduce two performance measurements.
First, we used a financial performance indicator specified as: ATPASTav = return on assets = after tax profit / total assets 9 Taking into account possible inaccuracies in the measurement of assets, we also include another indicator of performance, which we expect to be more important as a potential indicator of the long-term net present value. The variable is a proxy of (average) labour productivity, defined as:
LOGPRav = LOGSALav -LOGEMPav = LOG (Sales/Employment)
In addition, we introduced a set of control variables.
First is a share of sales of given company in its sector's total sales (SECSALav). To calculate this variable, we combined our data with the data set for sectoral sales in Hungary, developed by WIIW Institute in Vienna (for 1994 Vienna (for -1998 And a residual category, omitted in estimations to avoid perfect muliticollinearity:
22, 36, 37 = other.
The primary reason for clustering NACE groups into more aggregate categories was to avoid variables with a low number of observations.
We also experimented with another aggregated classification of sectors, related to the distinction between 'high tech', 'resource and scale intensive' and 'traditional' sectors Landesmann 2000) . All other variables were robust to change in specification, however the aggregate sectoral dummies were insignificant, so we do not report those specifications. Even if negative, the result is interesting. It highlights that there is no sufficient evidence to indicate that the levels of equity shares held by foreigners are in 'high technology' sectors, as could be derived from some strands in literature, as discussed in section 2.
One additional problem we encountered with the data relates to the presence of missing values. By using Little's multivariate test of MCAR (Chi square = 372.48, p<0.000) we 17 can reject the hypothesis that the data is missing in a completely random pattern. This suggests that techniques such as the EM algorithm are appropriate, as opposed to case wise deletion. Therefore, all subsequent estimations are based on the data set produced by the EM technique.
Before the final choice of the model, we also checked for multicollinearity effects, using a pearson correlation matrix (detailed results available on request). Focusing on the most significant correlations (0.001 level), we identifed three clusters:
First, size variables (assets, sales and employment) are highly correlated. That justifies our decision to choose assets as the most standard single measure of size.
Second, the two financial measures (return on sales and return on assets) are highly correlated. We choose the second one for estimation, as it seems to be more standard.
Third, predictably, employment and sales are strongly correlated with our proxy for labour productivity, which is derived as a ratio of the two. Again, that provides an additional argument for excluding employment and sales, as we have no specific hypotheses related to these two.
Estimation results
In Annex 1, we present the results of five specifications for individual logistic regressions related to the chosen threshold levels and two joint ordinal regressions, for both foreign investors and domestic investors.
The first three logistic regressions relate to the determinants of foreign investors presence, 10 majority share (i.e. above 50%) and 100% ownership, correspondingly. The next two models present estimation for presence and majority share of Hungarian domestic corporations. Finally, models six and seven present two ordinal regressions, for foreign share in equity and for domestic corporations' share in equity, correspondingly.
The ordinal regressions combine several levels of ownership together as ordinal variable, taking into account only the levels, which has specific economic meaning, as discussed above (i.e. zero, 50%, 90%, 100%). Several results emerge from the estimations.
First, the size of the company (as measured by assets) seems to have a positive impact on the decision of foreign owners to enter (the corresponding variable is marginally insignificant, see Table A1 ). On the other hand, the same variable becomes clearly significant with the opposite sign, for determinants of 100% foreign ownership (Table   A1 ). Of those two, the second (negative) effect seems to be relatively stronger. This is reflected by the negative and statistically significant sign for joint ordinal regression (Table A2) .
It is interesting to notice that for Hungarian corporate investors, the size of company is also a highly significant factor associated with their presence. On the other hand, its impact becomes inconclusive at the 50% level. We could not test for 100% in this case, as there were too few companies with this type of ownership structure. The joint test of ordinal regression results in insignificant coefficient (Table A3) .
Thus, we find strong supporting evidence for hypothesis IIa (positive impact of size, attracting both foreign investors and Hungarian corporations) and some support for Ib (size having negative impact on high levels of equity).
Second, we expected that export-intensity might be either an indicator of the firm's higher visibility (lower informational barriers) or an indicator of export-orientation and presence in foreign markets, where foreign investors have owner-specific advantages. In other words, foreign investors may be attracted by companies characterised by significant export-intensity. Our interpretation of this relates to the necessity to protect the transfer of the owner-specific knowledge and to secure ownership against possible competition from exports, given that transaction costs are high. On the other hand, it is clear that domestic corporations specialise in companies which are more oriented toward the domestic market. In all four models relating to foreign investors (Tables A1 and A2 ), the corresponding coefficients for export intensity are consistently significant with expected signs (positive). It is also interesting to notice, that the higher levels of significance relate not to the presence, but to the cases of 50% and 100% equity levels by foreign investors 19 (comp. On the other hand, Hungarian corporations tend to be attracted to companies with lower export intensity, but in this case the link is weaker and all corresponding coefficients are marginally insignificant (Tables A1 and A2 ).
Thirdly, the variable representing financial indicators is consistently highly insignificant.
It appears that in this economic environment, current financial indicators alone are not providing decisive information on the net present value of the companies and therefore they do not affect investment decisions by foreign investors.
On the other hand, past values of labour productivity seem to be a good indicator of performance, which is positively associated with higher levels of FDI. In all models, coefficients are highly significant, again with expected signs (positive for foreign investors). It is also interesting to notice, that the highest significance level relates to 100% ownership by foreign owners, indicating that they aim for exclusion of any outside ownership in companies characterised by highest levels of past performance.
As a mirror image of the results for foreign investors, the higher past values of labour productivity have negative impact on both presence and majority share in ownership by domestic corporations (Tables A1, A3 ). Yet, we should be careful when interpreting this Thus, the capital market situation could be described by a specific bidding model, with foreign owners acting first due to their access to financial capital. This interpretation is particularly relevant for the group of companies we analyse that is the largest Hungarian manufacturing firms. If this interpretation is correct, the results for the Hungarian 20 domestic corporations are affected by the choices made by foreign investors and should be treated with caution.
Fourthly, none of the models can identify any significant difference between greenfield and brownfield foreign investment projects. The mode of entry has no visible impact on the chosen levels of foreign ownership.
And finally, strategic focus on companies with a strong position on the domestic market has impact neither on presence nor on higher control levels by the two classes of investors we discuss. This can be explained as a corollary of the result related to export intensity.
Significance of the second fact explains why the position of the company on the domestic market is not important.
Discussion and Conclusions
Our study examines corporate governance and ownership dynamics in a transition economy. The paper helps to fill gaps in relation to longitudinal studies, multi-industry samples and large newly-privatized manufacturing firms. It is also novel in the internationalisation literature context, with its focus on local firms, rather than on foreign firms' internationalization. Although we focus specifically on Hungary, variation in governance regimes (La Porta et al., 1997) suggests scope for international analyses of the links between governance, firm-level characteristics and exporting.
Our analysis demonstrates that the ownership structure of Hungarian firms is moving towards a higher degree of homogeneity and concentration. Institutional investors, both foreign and domestic, are emerging as two dominant classes of owners.
Moreover, the econometric results are consistent with assumption that the equity levels are endogenous. Our estimations of equity shares held by both foreign investors and domestic corporations are consistent with the literature reviewed in the theory section of the paper that suggests that ownership structure may be an equilibrium response to firm's operating characteristics and external environment.
This study also confirms some recent developments in the international business research that suggest that equity investment by foreign firms in transition economies may be driven by a number of strategic factors. In particular, the informational asymmetry may be 21 a barrier to foreign investment and this is why larger companies are chosen by foreign investors, that is, those with more and superior quality information available. A similar argument relates to export-intensive companies, albeit this second result may also be interpreted in terms of the effort of foreign investors to protect the knowledge transfer, assuming that foreign investors wish to prevent their joint venture from becoming a competitor to them in the international market.
In addition, the foreign investors are both entering and building up high controlling stakes of companies characterised by high labour productivity. On the other hand, past financial results are not important. This is consistent with the literature on transition economies, which argues that financial indicators might be misleading, therefore labour productivity is a better proxy for expected future performance in such an environment (see Bornstein   2000 for an overview). Again, the fact that foreign investors are attracted to the companies characterised by previous positive results in terms of performance, can be explained by presence of informational asymmetry: foreign investors have to rely on available past information.
However, the novelty of our approach may lie elsewhere. In our empirical section, we focused on three important threshold levels of equity holdings: greater than zero, majority, and 100%. We demonstrate that the logic of equity investment decisions, i.e. relevant factors, are different for each threshold. One particularly interesting finding relates to the fact that while size is a factor attracting presence of foreign owners, it makes acquiring 100% stakes difficult. We obtained similar result for Hungarian corporations, as size becomes insignificant, once we consider a higher equity level.
There is a number of limitations in our research that helps to map out some possible avenues of future analysis. This study experienced problems in obtaining representative samples, accurate data and longitudinal information that are common in transitional and emerging economies (Hoskisson et al., 2000) . Further studies using different samples of enterprises would help with validation and may provide greater understanding of the dynamics of the corporate control evolutions. Measuring outcomes may be premature and definitive conclusions concerning the link between ownership structure, exporting and performance may need to await further progress with transition. This study is focused on largest firms, and further research might compare (medium and small size) de novo and smaller privatized firms as well as examining how strategies and entry modes of investors differ from developed market contexts. Improvements in data quality and larger samples 22 may facilitate full structural equation modeling of the complex inter-relationships between ownership structure, performance and internationalisation (exporting in particular). Finally, our analysis is focused on the aggregated groups of shareholders, and the corporate governance effects of identities of particular shareholders may be another important direction of the future research (Filatotchev, Mickiewicz 2001 ). S.E. in parantheses. * significant at 0.10 level, ** significant at 0.05 level, *** significant at 0.01 level (Wald). 
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Annex 1: Estimation results
